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INTRODUCTION

Music piracy poses a greater threat to the internatiohél = AFPY spearheads 'he' musrc
music industry than at any other time in its history;
Traffic in pirate recordings is not only prolif 7
worldwide - it is rapidly dlverSIfylng
" technologies and formats.

'dustrys flght agamst; '
: plracy worldwnde on: beha(f o ts membershup of more :

Commercial pirate recordings - today'b‘r’ange fi " : L
tradxtuonal cassette to the manufactured CD, and fr hts 'of record.companies arid. =

Ad it has a forensic laboratory

play in the flght agamst
orcement strategles [

ed tighter controls over
regulatlons

between countries and co :
South-East Asia and Lati ca,-and’ between;«,
Eastern and Western Europé: X

MUSIC PIRACY - THE SCALE AND NATURE OF THE PROBLEM

The global pirate music market totalled 1.8 billion units
in 2000. This means that more than a third of alf CDs
and cassettes around the globe are illegally produced
and sold. This spread of music piracy is being driven by
increasing disc capacity and the phenomenal growth of
the CD-Recordable disc. Discs (as opposed to cassettes)
now make up 35% of all pirate sales, compared-to just
over a quarter in 1999, and almost one in ten pirate
products are sold on the CD-R format.

Worldwide sales of pressed pirate CDs were 475 million
units, up from 450 million in 1999, with pirate CD-R discs
estimated at around 165 million units (at least 60 million
in 1999). Sales of pirate cassettes fell to 1.2 billion units
(1.4 billion in 1999), reflecting the growing displacement




of the cassette by the CD as pirate operators upgrade
their formats. This in turn led to a slight increase in the
value of the overall global pirate market, from US$4.1
billion in 1999 to $4.2 billion in 2000.

_ The value of the pirate market does not indicate losses
in_revenue to the legitimate recording industry, which
are likely to be far greater. In territories where piracy

.- proliferates - highlighted in this report ~ the entire
development. of legitimate markets is impeded. The
value of the pirate market is calculated at local pirate
prices, rather than the legitimate market price.

YOpt:cai Disc Supply

Music piracy is affected by a comblnatlon of. demand '

1996 1997 1998 1999 2000
(Figures for all bar graphs supptied by Understanding & Solutions Limited)
Capacity
§ Output

%% Demand

" & Output (audio only)

Demand (audio only)

There has been a steady increase in the number of
known optical disc plants in recent years. More than
700 plants were in operation by the end of 2000,
compared to 660 a year earlier. Territories where
over-capacity contributes to very high levels of pirate
production are.shown below.
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The growth of CD-R burning in the home by consumers
is an increasing problem in major European markets.
Research in Germany indicates that over 100 million
copies were made through CD-R burning in 2000. At
the same time CD sales in Germany fell by 3%. Similar
problems have been reported in other countries
including France, Spain, ltaly, Holland and Sweden.

The growth in CD-R burning is tinked to several factors,
including the rapid increase in ownership of CD-R/W
drives; the almost universal
software packages in with new personal computers;
and increasing internet penetration. A recent MORI

survey has reported that over 20 million adults:in:

Europe have downloaded music and that some 45% of
these -have burned the download on to a CD-R.

Household Penetration of =
CD/Read/Write Drives

‘bundling’” of burner’

% households with CD-R/W Drive

€D Pn'acy and Orgamsed Cﬂme '

It \is central to the recording |ndustrys anti-piracy :

efforts that governments, enforcement authorities and
the general public recognise the links between music
piracy and sericus forms of organised crime.

In the mid to late 1990s, the infiltration of organised
criminal ‘gangs into music piracy took hold as the CD
format offered an ideal entry into what was perceived as
a low risk, high profit illegal trade. The profits generated
have often helped to fund other serious criminal activity.

Recent cases that illustrate the role of organised crime
in music piracy include:

In January 2001, two Russians were sentenced in
London to four years imprisonment for their part in a

counterfeit CD operation and credit card fraud. The
UK's City of London Fraud Squad acted when an IFP}
undercover agent investigating: pnrate B: trafflc from
Russia into London, dlscovered W
described as ‘the" mast sophlstlcated credit card fraud
operation ever seen in'the UK. Potential Iosses w0 the o
credit-card industry exceeded UKE5 million.

In the Netherlands, five' members of an“organised co
pirate ring were given up tofour and-a haif year prison
sentences. in. October. 2000, “and ‘the. gang was also

ordered to pay back illegal profits of $500,000 under a

hew Iaw dealmg with organlsed crlme

Germany 5 Organlsed Crlmev Squad carr, ed out a series of

"Né:‘[:.)l,es, area of Itafy iurnezd up
D- R' haulin Western Europe :

outh East Asia, criminal syndicates are focused
especially on pirate imports to Latin America. One such
organisation was broken up in December in Hong
Kong. It had been exporting stampers, capable of pro-
ducing miillions of CDs, to Brazil. Some 500 stampers
were seized, with a production value of $300 million.

Tepito Market in Mexico, home of about three quarters
of the country’s pirate activity, is a vast concentration
of illegal trade run by criminal syndicates. Anti-piracy
initiatives in this area included a raid involving 1200
armed police officers, resulting in the arrest of 30
persons and the seizure of 60 truck-loads of illegal
music CDs and cassettes.



ENFORCEMENT

In the past year IFPI completed the creation of the
global anti-piracy enforcement structure approved by
its Main Board in November 1999. A network of more
than 50 regional and local investigators, supported by
training, analytical and forensics staff headquartered in
London, is now spearheading the enforcement effort in
every continent.

IFPI's> enforcement teams are containing the
proliferation of pirate traffic, but not yet reversing it.
They are. often hampered by under-resourced,

- “ineffective national enforcement agencies that are ;

unequal to the scale and sophistication of the plrate
“businesses they are fighting to suppress. :

“The maJorlty of - large-scale enforcement successes of
2000 came: at the manufacturing source rather.than
during shipment. Following a string of large:scale

seizures of pirate CDs en route from South East'Asia to’
Latin Amenca in 1998 99, the b|ggest actions of last year:’

‘traditional’ CD audic: c
CD-Rs. Falling prices partly e this trend, but so too
does the improved enforcement against majof CD plants
and trade routes, particularly in Latin America. This is
illustrated in Brazil, where it is estimated that in 2001 the
number of discs imported from South East Asia has
fallen from 90% to only 50% of the pirate market. The

“the ‘mass exports of pirate CDs to more. than 20

remaining tens of millions of illegal discs are pirate
CD-Rs burned locally or in neighbouring Paraguay.

CD-R piracy, taking the form of towers of CD burners in
small premises such as garages, laboratories or offices,
has also swept major markets in North America and
Europe. In Western Europe, Spain and ltaly saw actions
against massive organised CD-R pirate operations. In
the United States the number of pirate CD-Rs seized
rose by 80% to some 1.7 million CD-Rs during the past
year. The problem has:hit Eastern Europe hard too -
plracy rates in:the Czech Republic doubled in 2000 due
mainly .t_o,a,p_,r\ql_lfexj_gthrg of CD_&R qopy shops.

L AFPYs investigativé and training resources are now fully
in place The newly mstalled forensxc laboratory,

source of manufacture of plrate CDs played a key role
in-providing the authormes in Ukrame with ‘evidence of

rked with

wnth an aggressive
n'summe 000;'a-dedicated litigation
stabhshed ‘responsible for civil and
gainst manufacturers ‘and dnstnbutors

PI, working jointly with the Business
A greed to a $1.2 million settlement
eplication group in respect of the
D-ROMSs containing infringing MP3
5 software. In September 2000, the
epartment secured a $700,000 settlement
Ash replication plant. These cases have

‘een targeted. Substantial settlements have been
greed with distributors of pirate compilations in
Switzerland, Portugal and the UK. Criminal complaints
have also been filed against a number of individuals
directing the distribution of pirate product in Europe
and Asia.

The year 2000 saw the expansion of IFPI's litigation
efforts into Asia and Latin America. Civil proceedings
are now ongoing or under preparation in Hong Kong,



the Philippines, Taiwan, Mailaysia, Brazil,
and Mexico.

Paraguay

Initiatives to help optical disc manufacturers avoid
pirate orders complement the deterrent litigation
strategy. In January 2001, IFPI distributed to mastering
and replication plants worldwide the ‘Anti Piracy Good
Business Practices’ guide, giving practical advice on
how to identify pirate orders and reduce exposure
to copyright infringement actions. At the same time,

IFPI distributed a new guidance leaflet entitled.:
'Copyright For Replicators - How To Protect Your.

Business'. IFPI also works with industry bodies such as

Brazil :
Plracy remains at chronlc levels (50‘,’/

music and intellectu
Presidential Decre

govérnment is well
been reflected in.re
expected to pass.
later this year that

piracy. Anti-piracy measures already taken at central R
provincial and city level include a specmed perlod ‘of..

intense raiding operations, public educatron»campalgns

and regulation ‘of the retail ‘and distribUtion sectors.

However, anti-piracy action has yet to impact on market
conditions, other than in Shanghai, where piracy at the
retail end has been reduiced to a manageable level.

Egypt

Egypt, where IFPI has for the first time recruited
enforcement personnel, has seen a breakthrough in
the longstanding problem of fraudulent licensing of
international repertoire. This problem has contributed
to a piracy level for international repertoire estimated
at 99%. However, in the first half of 2001, the Egyptian
authorities stopped providing censorship clearance for

) dlstrlbutors of. musxc, Who take ail approp

the International Recording Media Association (IRMA)
and the Optical Media Manufacturers Association
(OMMA) to develop -procedures that will assist
manufacturers  and equlpment supplrers in avondlng
orders from music plrates

These 'dual’ strands of aggressnve lmgatlon -and
proactive cooperation are helpmg to. create. or
lelSIon between Iegltlmate . repl[cators g
iat steps (o

) 'reSpect and protect intellectuat property; ‘and those
partles who dellberately or recklessly flout: copyright
law for-their own’ profit.

_plement the: Dlrectlve dnto thexr nanonal laws
ingthe official publlcatlon of the leglslatlon
ise expected by the beginning of June 2001.

EU: ENFORCEMENT DIRECTIVE

The European Commission has said it proposes to
introduce a new Directive by early 2002 to strengthen
the most important civil enforcement tools needed to
combat piracy in the EU. The Directive is aimed at
preventing pirates taking advantage of
inconsistencies and weaknesses in Member State laws
to avoid detection, prosecution and sanctions. The
proposed Directive is welcomed by IFP!, but it is a first
step: IFP! is pressing for deterrent criminal penalties
and rigorous enforcement also in the criminal field.

from



INTERPOL

Interpol, the international police organisation,
has thrown its weight behind the fight against the
international pirate music trade by passing a
resolution recommending action on crimes against
intellectual property. The resolution recognises the
major problem that intellectual property crime poses
to-economies and legitimate business internationally.
It was passed at Interpol's 69th General Assembly,
which took place in Rhodes, Greece, in October 2000
and which was attended by delegates from 122
countries. Interpol is reviewing the current capabilities

'and weaknesses of law enforcement authorities |n.

dealing wnth intellectual property crime.

irelan’d Ry '
’Ireland updated its copyright law in July

hed as a new
and separate department to take over all enforcement
duties carried out by the current Economic Services

customs. Macau customs will be &

and Marine and Customs Police. Macau also controls
the importation of polycarbonate used in the

manufacturing of optical discs.

“replication processes. Vi

Malaysia

Controlling pirate CD manufacturing through optical
disc regulations is a central part of the industry’s
anti-piracy strategy. Following the example of Hong
Kong and Bulgaria, Malaysia adopted CD plant regula-
tions in 2000. These have played an important role in
stepping-up anti-piracy enforcement by the authorities,
including action against two illegal underground plants
in December. The Malaysian Optical Disc Act 2000 was
passed in September, and requires that all optical disc
plants be; Ilcensed and may be searched without a warrant.

-in‘both the mastering and-

ion‘of ‘these regulations

roduction. All CD plants will be
licences before they commence

effec Ve anti-piracy action, both from the international
ommunlty and from its own fledgling legitimate music
nellstry. In March 2001 Ukraine was designated Priority

Foreign Country - one step away from trade sanctions —

under US Special 301 legislation. Ukraine has an esti-
mated CD production capacity of more than 70 million
units, compared to a legitimate market of around one
million units. IFPI's forensic tests helped show that
pirate CDs manufactured in Ukraine have been found in
more than 20 countries. The priorities in Ukraine are CD
plant regulations and effective copyright legislation.



ke tradltnonal forms of music prracy wndespread




~of the total digita},, online music mar ,ét,'('incmd/in'g '
downloads and subscriptions) could be worth US$467




REGION/COUNTRY PROFILES

IFPI's anti-piracy activities focus both on countries that
are heavy producers of pirate product and on
territories where the levels of domestic piracy are
excessively high or growing rapidly. The following
table provides information on the current priorities for
IFPI in terms of domestic piracy.

IFPI PRIORITIES IN TERMS OF

Piracy level
{units)

Russia
Mexico

North America ..
In the» us, removin

against Napster. Th
US generating "Dj

CD:R piracy also show
and pirate CD-R seizu

1.7 million units.

Plracy in Canada remains Iow Howeve th

. :/.numerous copy shops and publ C
’ Plracy in the Czech Repubhc more:than doubled

the year, particularly affecting markets in the CIS, Poland,
the Baltics and Bulgaria, where piracy: levels ‘remain
excessively high. In Russia, cD production capacity has
increased sharply during’ the. first half of 2001 due to
imported CD lines, Moscow remains a hive of activity in
the retailing of pirate product, with cassettes still the bulk
of trade. The Czech Republic, Hungary, EStonia and other
more developed markets in this region:saw a substantial
rise ' in CD R piracy, . exacerbated by the .2 ppearance of
cD copymg machmes‘ o

; blggest pirate terntory in the world
te of 90% and a vaiue of $600 mllllon
g has contmued to. faII (down from

ve. found their"expdft, »
Amenca mcreasmgly

‘has reached record levels of 99%

been a significant increase in the number of free files -

available on the internet,

Europe

Mass CD-R copying:is a major problem throughout
Western Europe, cbntributing in particular to a decline
in the legitimate markets in Germany and France,
which are the second and third largest markets for
blank CD-Rs in the world after the US. Spain, ltaly and
Holland have seen sharp increases in the numbers of
itlegal CD-Rs being sold and all report CD-R burning as
a growing problem.

Massive imports of pirate CDs from Ukraine into the
entire Eastern European region continued throughout

The piracy level in South Africa has risen due to the pro-
liferation of pirate CD-Rs. Zimbabwe has seen an increase
in music cassette piracy that, together with increasing
levels of CD-R piracy, has driven piracy to around 20%.

Middle East

Cassette piracy dominates in this region, with the sole
exception of Israel. In the Gulf States, Kuwait and Saudi
Arabia continued to show the highest levels of piracy
with both countries having an estimated overall rate of
some 50%. UAE continued its effective enforcement
measures and is the only country in the region with a




Australasia
piracy rate below 10%. However, through increased  The Piracy level in Australia climbed slightly but is
enforcement activities the authorities in Bahrain, Oman being contained to under 10%. Piracy in New Zealand
and Qatar made further substantial reductions in their is also low.
piracy levels. In Egypt, international repertoire
continued to suffer from a piracy rate of 99%.

Level of domestic piracy 2000 (units)

North America

G :
Cyprus roati ! Austria
Poland $ ch-Republi Belgium

Slovenia \C Denmark

France
Germany
lceland

Ireland

Norway

Portugal

Slovakia

Sweden

Switzerland
UK

S
Hong Kong
India

Philippines

Taiwan

Latin America 0livi 22 Argentina

Brazil

Colombia

Central America

Venezuela

Uruguay

Australasia : e R L Australia
; 3 New Zealand

Egypt
Israel

Kuwait

Lebanon
Saudi Arabia
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